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Possible market consequences 
>­

f'l --
The possible consequences of a default by New York City 

on its note or bond obligations are difficult to predict, but it 

seems reasonable to anticipate that general effects on the credit 

marke'ts would be confined to New York City's own is sues and to 

.. 
other issues regarded as having relatively weak credit standings. 

It is not anticipated that there would be a widespread collapse of 

the rnark.ets in State local issues generall@major unknown 

in this analysis is the possible secondary effect that might :?tern 

\ 
from a significant weakening of confidence in the large New Yorl;: 

City banks. The major banks hold sizable amounts of New York 

City obligations and depositors could be fearful of the consequences 

of the City banks facing large losses or significant liquidity problems. 

While this result is a risk, it is by no means a foregone conclusion 

or even a likelihood. Available information on the exposure of large 

New York City banks does not suggest that such exposure is a major 

proportion of capital. On the other hand, one cannot entirely diswis s 

the possibility of "irrational reactions" in the financial community. 

'--- . 
The immediate impact of a d.efault on New York City would 

be a further accentuation of the quality upgrading that has already 

been in process, in the wake of continued discussions in the pre ss 

and financial community about New York City financial ,.. : .. ·-.._ 
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Upgrading of this type was very clear after the UDC's failure to 

pay off maturing notes in February. The immediate impact then 

was a sharp drQp in prices ofUDC obligations, other "moral 

obligations" of New York State, and to some extent, New York 

City .ol?ligations. On the other hand, New York State general 

' 
obligations were not affected; nor were the general ~bligations of 

other well-regarded issuers. New York City general obligations 

were affected adversely by UDC 's e>..'"Perience because New York 

City was another issuer that investors had come to regard with 

scepticism. 

Clearly, a default on a New York City obligation would . 
sharply cut prices on all New York City debt. Other cities that 

are known to have financial problems-- such as Newark, Detroit, 

Philadelphia- -would also con1.e under pres sure. However, the 

abilit.y of well-regarded issuers to sell debt probably would not be 

impaired. Demand for very high grade issues probably would 

increase. 

---­,, 
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MR. NESSEN: I have two~pieces of business, 
first, before I introduce everybody. 

There have been some queries about the Reuters 
Story that I think you know about, concerning a Navy 
reconnaissance plane being hit by gunfire. Let me just 
say the story is essentially correct, and I cunnot go 
any further than that. 

We are preparing a statement by the White House 
by the President on the sustaining of his farm bill veto. 
We should have that for you shortly. 

To report on the meeting a.bcut Ne·11 York City's 
financial problems, we have the Mayor, Hayer Beame, 
Governor Carey, and Director Jim Lynn. 

Gentlemen? 

GOVERNOR CAREY: Thank you, Mr. Nessen. 

On behalf of the people of the State of New 
York, I deeply appreciate the warmth and understanding 
which was shown by the President,as the Mayor indicated 
the purpose of our visit. The extent to which the 
President listened and inquired about the problems we 
face was such that we felt encouraged to this degree: 

1 The President had said that he will look at 
this problem for 24 hours and then respond to us. This, 
I think, is an indication that he is doing this to give 
proper consideration to all the matters which were 
addressed in his presence with his advisers for more than 
an hour and 40 minutes. 
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During all of this time, the President showed 
very definite and deep interest in the solution of the 
problems we face in New York City, and that is 
encouraging to me, on behalf of the people of the State 
of New York. 

MAYOR BEAME: I want to add to what Governor 
Carey said that my own feeling that I was very much 
impressed with the fact that the President showed an 
interest and concern to try to help, and that various 
matters came up for discussion. 

He talked about certain possible options, which 
he wants to consider, and that as the Governor indicated, 
that we expect to hear within the next 24 hours. I was 
pleased that he had an open mind. 

MR. LYNN: I have nothing to add here, but 
will answer some questions, if they have some. 

Q Are you going to stay here the 24 hours? 

GOVERNOR CAREY: No, we have an appointment 
immediately with the leadership on the Hill. We are 
going there right now because part of our suggested 
solution would involve the understanding of the Congress 
on what would be required here. 

Q Governor, what options are we talking about? 

GOVERNOR CAREY: A variety of options the 
President is considering. I think it would be premature 
to discuss those until the 24 hour time has elapsed. 

Q Are they the same options which were 
rejected by Secretary Simon? 

GOVERNOR CAREY: I think it is correct to 
say that contrary to what spokesmen for the President had 
indicated, his mind was not made up, his mind was not 
closed, he listened and then took the matter under consider­
ation for the 24 hours forthcoming. So, that is contrary 
to the notion that the President and the Administration 
position was such that there was no hope. 

Q Mr. Lynn, you wanted to say something? 

MR. LYNN: If I might on that subject, the 
context of this meeting is that Secretary Simon -­
speaking on behalf of the Administration -- had made 
the statements that he gave with respect to there not 
being ·~(ieral assistance in the offing as to this matter. 
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The President, however, upon the request of the 
city and the State, agreed to listen personally to the 
position of the city and the State. He has, as the Mayor 
and the Governor have said, listened, and I think it 
was a good give and take discussion of trying to bring 
out the facts very fully. 

It is a situation where having listened -- I 
know the President well -- he likes to mull this kind 
of thing over, consider everything he heard carefully 
before he makes up his mind. 

Q Mr. Lynn, does this mean that the President's 
position may change, that the Administration's position 
may change now? 

MR. LYNN: I think what we will have to do is 
wait and see what the President comes up with. I can 
say this to you, that one of the concerns that the 
President expressed -- and I think there was general 
agreement about --was that New York 9ity's problems in 
this regard did not arise overnight. These are problems 
that have been in the making for years, that solutions, 
therefore, are not arrived at instantaneously. 

However, it is a very good lesson, I think, 
with respect to cities and States throughout the 
country, that all of us, whether it is the Federal Govern­
ment or local governments,have to keep our expenditures 
in line with our expected revenue. 

The President is very familiar with this problem 
in his efforts to hold the Federal budget down to a 
reasonable deficit. $60 billion is a big deficit. We 
are trying to hold it against bigger deficits. 
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Q Is he going to visit the sins of past city 
administrations on the present citizens and Mayor of 
New York? 

MR. LYNN: I think that is begging a question of 
whether he is visiting the sins one way or another. I 
don't think I ought to get into that. 

GOVERNOR CAREY: We hope that by tomorrow, Mr. 
Lynn, he won't be a sinner, he will be a saint. (Laughter) 

MR. LYNN: All I can say is that the President 
was deeply interested in the steps that the city and the 
State intend taking in this regard, deeply interested 
in those steps, and I would guess that there will be 
further conversations amongst representatives of the 
city and the State, and members of the administration, 
in the hours and period immediately ahead. 

Q Mr. Mayor, is it save to assume that 
you did not hear today any legal doubletalk or specious 
arguments? 

MAYOR BEAME: I think we heard from the President, 
whatwe would hope that he would say,that his mind is open, 
he is going to consider this, all the facts that were 
stated, and we hope that the decision will be favorable. 

Q Mr. Beame, without disclosing the various 
options mentioned by the President, obviously you are 
talking to the Congressional leadership. Are you talking 
about things that need Congressional 

MAYOR BEAME: That was one of the areas discussed. 

Q How about the area of the Federal Reserve? 

MAYOR BEAME: There were various areas discussed. 

Q Did the President give you any suggestions 
for perhaps trimming your own expenses even more? 

MAYOR BEAME: I explained very clearly to the 
President exactly what we were doing in New York and 
I sincerely hope I made an impression upon him. 

Q What role did the Vice President play 
in the talks, Mr. Mayor? 

GOVERNOR CAREY: He attended and was very well 
informed on the subject matter. 

MAYOR BEAME: The Vice President knows the 
situation in New York and we hope that he will be helpful. 
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Q Do you think you got a better reaction than 
you expected today? 

GOVERNOR CAREY: I have known the President for 
14 years. I have known him to be a fair-minded man 
and one who makes firm judgments based upon the facts, 
and we are relying on that. 

MAYOR BEAME: As far as I am concerned, I am 
glad that he had an open mind and that he didn't give 
us an answer right off the top of his head. He wanted to 
listen to what was said and he listened carefully. I sincerely 
hope that is going to be the way we --

Q Did he say he would get back to you tomorrow? 

MAYOR BEAME: I beg your pardon? 

Q In 24 hours. Did he say he would get back 
to you personally tomorrow? 

MAYOR BEAME: He said he would let us know 
tomorrow, within 24 hours. 

Q Governor, if the President's answer is 
no, can the State of New York and will the State of New 
York bail out the city? 

GOVERNOR CAREY: The State of New York is limited 
in what it can do because by its constitution it must have 
a balanced budget. The State has a gap of its own. These 
matters are realized by the Mayor and will be made clear 
to the President. That is why we are here. 

MAYOR BEAME: One of the things I want to 
emphasize, we are not asking the Federal Government for 
money for additional aid. We are not asking for revenues 
to balance our budget. We are merely asking for a bridge 
that will enable us to improve the possibility of cash 
flow in the market. 

Q Mr. Mayor, do you leave the White House as 
gloomy as you were when you arrived? 

MAYOR BEAME: I didn't know I looked gloomy. I 
was asked how I felt. I said, "I am always optimistic." 

Q Are you as optimistic now as you were when 
you came in,or more so? 

MAYOR BEAME: Well, I think we had a very nice 
conversation. 

MORE 

./' r (1 .~ ~-J ··,. 
/,.._. <' ,·, 

/~ . -~',\ . •:... 
\~·. \ . l~· .. ~;} 

• '1: ~ 



... 6 -

GOVERNOR CAREY: I think the lehgth of time that 
the President gave us to explore all possible avenues 
of assistance speaks for itself. It was a lengthy 
and very helpful meeting in getting an understanding 
directly to the President of conditions that we face in 
New York State and New York City. 

Q Mr. Mayor, if the President, on reflection, 
says, "There is nothing I can do to help the City of New. 
York with your cash flow," what happens to the City of 
New York then? 

now? 
MAYOR BEAME: Why don't you ask me 24 hours from 

Q What is the President's major objection or 
what is the reason,Mr. Mayor, right now why the Federal 
Government, particularly the Federal Reserve, will not 
be able to extend either further credit to the banks 
right now so they can be able to underwrite city securities, 
increase the money supply or to directly buy city paper 
right now? 

MR. NESSEN: We ought to let Jim Lynn probably 
state the Administration position. 

MR. LYNN: As I said in my opening remarks, the 
meeting was held in the context of there being an 
Administration position of not being willing to go 
to the Congress and seek authority to allow Federal 
guarantees of the debt. 

There were a number of reasons for that position. 
One is a belief that there are fundamental problems 
that need to be thoroughly addressed by the city, itself, 
with respect to its expenditures, with respect to its 
revenues, its progra~s. There has been a good deal of 
discussion, we are aware, in New York at this point. 

I should say the President today was very firm 
in his statement,without making any commitments whatsoever.-­
except to get back to the people -- that he wanted to see 
whatever proof could be provided him that the city is 
taking the kind of steps that are necessary to pull it 
out of the difficulties that it is in now; not just 
short-term, but intermediate term and long-term, because 
many of these problems are not problems of just today, 
as I think the Mayor would agree, these are problems that 
must be addressed with all three perspectives in mind. 

A second problem that the Administration has 
had has been the idea of using Federal credit capacity, 
which is credit that is used generally across the whole 
country for people in all of the States, people in all 
of the cities, to solve the problems of one city. 
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A third reason that we have had problems in this 
respect is the precedent effect: that if we do something 
for New York City, we know very well that there could be 
arguments made -- no matter how strong arguments might be 
made the other way that New York is unique--that there 
areothercities that also ought to be aided, and we would 
end up not just with the billions we are talking about 
here, but many more for other places. 
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Q Mr. Lynn, was the President satisfied 
that if the City of New York should default, for 
example, by not being able to get the needed cash flow, 
that it would not have a devastating effect on the 
banking industry right now? 

MR. LYNN: I don't think I ought to comment 
with respect to the meeting with the President. I can 
say to you that based on the information that I have seen 
both as to the nature of New York's problems itself, as 
well as some knowledge of the banking community, I do 
not believe that it would have a serious effect on the 
other cities or States. 

Q Did the President make any specific sugges-
tions on what the city could do for itself, such as in the 
area of subway fares and university charges, tolls and so 
on? 

MR. LYNN: I don't believe that it would be 
appropriate at this meeting to get into the details of 
the give and take. I can say to you -- and I believe 
the Governor and the Mayor would agree with me -- that 
the meeting hit on a number of specific points with 
respect to specific things, but also general directions. 

I should repeat once more what the President 
said was in connection with his making his mind up in 
making a decision in this matter, that he would like to 
have as much evidence as possible as to both the realism 
and the dedication to solving these problems on the 
expenditure side, as well as on the revenue side. 

Q Mr. Beame, what evidence are you going to 
present to the President within the next 24 hours if 
that is part of this agreement to demonstrate longer term 
austerity measures? 

MAYOR BEAME: I presented all of the facts that 
I think the President should have known and some of it, 
of course, he was acquainted with, some of it he may 
not have been acquainted with, and there was some informa­
tion they sought from us. 

We submitted that to the President's man -- I 
think it was Dick Dunham, who has that information -- so 
that so far as I am concerned, he has all the information. 

I do want to make one point, and Iam sure that 
Jim Lynn didn't necessarily try to put it in that context 
alone rather firmly. 

MORE 

~~~ ,0. ~ 
.-1'..: 
.~ 
\ .. l ~· 

./ 

... 






































































